The three countries took different stances in regards to economic policy; the Czech Republic pursued a shock therapy regime which aimed to stabilise the economy, Hungary's policy was more relaxed whilst Poland had an aggressive reform programme. Regarding monetary policy the Czech Republic used the discount rate as a tool for monetary policy, Hungary used indirect monetary policy and Poland had strict monetary policies which raised interest rates and devalued the zloty. After financial deregulation the impact of economic and monetary policy led to positive economic growth in the Czech Republic year on year. Hungary had a similar experience whilst Poland had an initial high increase in economic growth. This reduced over time but they still recorded positive economic growth over the period studied. 
Introduction
By the early 1990's all three countries had moved from centrally planned economies to market driven economies. Though the three countries had similar experiences under socialism, there were also marked differences between them. Poland which had the largest population, recorded the lowest income per capita of the three countries 1 . Whilst all three countries income levels were high for CEEC's (Central and Eastern European Countries) they represented between one quarter and one third of that of the advanced Western countries. The Czech Republic at the onset of restructuring, was the most politically stable with both Hungary and Poland experiencing significant political instability. Hungary was the first country to introduce economic reforms as far back as 1968. In 1982 Poland began to liberalise whilst the Czech Republic waited until the early 1990's before they undertook any move from central planning. Since mid 1990 Hungary accelerated its gradualist approach to reform whilst Poland launched a radical plan of transformation in 1990. The Czech Republic's approach resembled Poland's fast track plan and both countries implemented large adjustments to prices. Hungary's approach to price liberalisation was again a gradual one. Poland had the higher monetary overhang and the highest inflation rates. Though the other two countries experienced higher inflation than previously, the Czech Republic had moderate inflation with price liberalisation. Hungary already had high inflation rates in the 1980's which peaked in 1990-1991. Their approach of gradual liberalisation meant that there was constant pressure on prices and expectations of high inflation rates in the future. This paper outlines the economic and monetary policies followed by the Czech Republic, Hungary and Poland from 1990 Poland from -2003 . It examines the impact of financial liberalisation on economic and monetary policies and vice versa. Further it questions the effect of credit growth on economic growth and development. The paper is organised as follows:
Section 2 examines economic and monetary policies following by the three countries and the resulting impact on economic growth Section 3 investigates credit policy in the three countries and the impact on economic growth and development . However by 1998 they saw a collapse in the capital markets and bank finance. There was widespread insider trading and non-performing loans increased. The Czech government was criticised for maintaining too strong a boundary between the state and society and this was believed to have impeded development. A powerful central policy making apparatus remained whilst there were too rapid attempts to privatise firms. Kogur and Spicer 10 found that capitalist economies do not work without the development of capital markets. There was failure to built deep capital markets in the Czech Republic and no reliable networks existed. There were no developed bank ties, and no markets or institutional experience for trading stocks. They did not have transparent market exchange of ownership of rights and most trading took place outside formal markets. This contributed to the economic stagnation of the Czech Republic. The Czech Republic recorded growth in years 2000 and 2001 12 . In 2001 growth reached 3.6% with no significant effects on inflation which varied between 4-6%. Annual growth rates of exports and imports fell due to the slowdown in economic growth abroad. The Czech's economy grew by 2.9% in 2003 and the main driving force was private consumption (mainly households) and exports 13 . Private consumption grew by 5.4%, The Czech Republic did not suffer from employment problems like other former CEEC countries. Employment levels remained steady during the economic restructuring with a small increase in unemployment being experienced from 1997 onwards. This reflected the change in employment patters once the large state owned enterprises were restructured and privatised.
Monetary Policy in the Czech Republic
Throughout the nineties the Czech Republic's prices remained fairly stable but increased at the beginning of 1991 following price liberalisation. There was a tax on wage increases which stabilised the economy. In 1991 inflation was a massive 56.6% which fell to 10.7% by 1998
18
. In 1991 all credit ceilings were removed leaving banks to set their own deposit and lending rates 19 . In 1991 and 1992 the discount rate was used extensively as a tool for monetary policy and after 1993 an interbank money market and a secondary market for government securities emerged. By 1993 inflation accelerated with the introduction of VAT (see Gross nominal wages increased almost threefold between 1990 and 1994. By 2000 it had more than doubled again. Above real wages fell in years 1994-1996, and 1999. Increases are recorded in other years with a 10% increase in 2002. Exports fluctuated over the years with large increases recorded in 1995. Imports also fluctuated with the level falling to 6% in 2001-2002. Employment increased year on year from the mid nineties onwards.
Monetary Policy in Hungary
The National Bank of Hungary's main instrument was the two week central bank deposit rate 36 . This rate was the policy rate that reflected the monetary policy stance. They also used the secured loan/deposit rate and the reserve rate. They NBH bond was sold along with the sale and purchase of government papers, and the active and passive repo. Potential instruments included the interest rate ceiling and floor, the Lombard loan, and refinancing facilities and rediscounting.
By 1991 Hungary had liberalised interest rates fully 37 . The National Bank of Hungary used indirect monetary policy from 1990 onwards and in 1993 repurchase and reverse repurchase agreements based on government securities were introduced. In January The level of imported fluctuated over the time period with a negative figure 1992 recorded a large increase in real wages but there was a marked reduction in this increase over the next few years. Moderate increases were recorded for years [2002] [2003] which were more in line with changes in the rest of the EU. Employment fell between 1995 and 2003 reflecting the change in employment levels as the impact of the restructured state owned enterprises affected the whole economy. The Czech Republic experienced positive growth, year on year after financial deregulation took place. Although prices increased and unemployment also increased, the liberalised environment allowed the private sector to become more involved in all economic activity. Research suggests that the private sector is one of the most important instigators of economic activity and growth. The Czech Republic did not suffer as much as other countries with high unemployment rates. Trade had increased and the amount of FDI increased. While liberalisation helped the Czech Republic to develop, the government also continued to be involved in industry. Rapid privatisation helped the country to move forwards from central planning but it was hindered by the continuing state presence. By the mid 1990's the Czech Republic was the most advanced of the CEEC countries. However by the end of the 1990's this changed as the undeveloped banking system and lack of deep capital markets hindered further progress. 2000 was a positive year for economic growth but later years showed the difficulties the Czech Republic encountered as it became more dependent on the rest of the EU which was experiencing a downturn. Overall financial liberalisation helped the Czech Republic to move ahead with a market based economy. Inflation fell from large double digit figures to that similar to the rest of the EU. The interest rate spread also fell over time down to 4%. The Czech economy made good progress in meeting conditions for EU entry whilst further progress needs to be made on reducing government involvement in industrial enterprises. Overall the liberalisation of financial markets allowed industry to thrive without any great negative impact on unemployment levels. This encouraged economic growth. Source: International Financial Statistics, International Monetary Fund GDP in Poland increased once financial markets were liberalised. Whilst the levels of GDP increases fell over time there was still positive growth throughout the time period studied. Poland had one of the most aggressive reform programmes and they quickly began to increase trade wit the West once CMEA collapsed. By the mid nineties the country was experiencing growth levels similar to pre-reform days and there was concern that the economy was overheating. Inflation was a prime problem for Poland initially though rates have fallen to single digit figures. Interest rate spreads reduced to levels seen in other countries of the EU whilst unemployment remained high. Poland's massive transformation was one that showed real results. Banks were restructured along with state owned industry. Considering the size of this country and the scale of the restructuring process Poland managed to turn around its economy relatively quickly. Financial liberalisation was needed by Poland to reduce inflation rates and interest rate spreads in order to encourage increased industrial activity.
Hungary

Credit Policy
Previously there has been debate over causes of economic growth in different economies but we now have acceptance that financial liberalisation is one of the prime determinants.
More specifically the availability of credit has been the focus of recent studies 61 . Kelly and Everett found that where credit expanded rapidly, high growth followed. Financial liberalisation for the three countries in this study mean abolition of: exchange controls, interest rate fixing and credit rationing. The state sector had been the prime receiver of credit up to the early nineties but from then onwards there was a rapid decline in lending by financial institutions to the government. The private sector became the net benefiter of credit and the experience of each country is now examined. Source: ECB When lending to households in the Czech Republic is compared to the average in euro member countries, the figure is well below average. Household credit is a large determinant of economic growth and Kelly and Everett's study cited previously, shows how private sector credit was a major factor in explaining the large economic growth experienced in Ireland in the 1990's.
Borish discovered that lending to enterprises in the Czech Republic in 1995 was around 60-70% of total credit 68 . Lending to the private sector was 34% of GDP in 1992 and 52% in 1995 showing a positive move. Lending to the government declined from 7% in 1992 to 2% in 1995, reflecting the reduced role of the government in industrial activity. Op. Cit. Borish, 1996 Between 1992 and 1995 domestic credit increased two thirds, running parallel to GDP growth. Most of the increased lending was to the private sector though there was some increase in lending to public functions like health and education. The biggest reduction in credit has been to the state owned enterprises. Whilst lending rates stabilised there was upward pressure due to the high levels of non performing loans. The financial institutions changed their lending habits and began moving away from the government and state owned sectors to increase credit levels to enterprises, households and the private sector. 1996-2000, 1995-1999. 1997-2001 Total credit fluctuated slightly over the time period but was positive whilst the credit share of GDP fluctuated also. Credit to government fell whilst credit to other sectors increased. Hungary recorded positive economic growth from 1994 onwards (see Table 1 .13 earlier) showing a positive relationship between credit to non-government and GDP. Op. Cit. Borish, 1996 78 Ibid. Borish, 1996 79 Statistical Yearbook on Candidate and South-East Euroean Countries, data 1996 Countries, data -2000 Countries, data , 1995 Countries, data -1999 Countries, data , 1997 Countries, data -2001 The above table shows a reduction of credit to enterprises and households and lower levels of domestic credit reflecting an overall reduction in credit between 1992 and 12005 in Hungary. The government received a small increase in credit. In Poland total credit sector grew steadily from 1993-20003 whilst GDP showed positive growth each year (see Table 1 .22 earlier) indicating a positive relationship between the two variables. Credit to the government fluctuated during the time period studied and the positive growth in GDP can be attributed to the private sector selecting projects that had high returns.
Hungary
Borish's 87 studies found that lending to enterprises in Poland was 3% of GDP in 1990 and 13% in 1995. Domestic credit increased by 250% between 1990 and 1995. By 1995 it stood at 34% of GDP which was low. Lending to government increased significantly and the government moved from being a ned lender in 1990 to accounting for 43% of domestic credit. By 1995 credit to the private sector and households increased. The SOE's had a fall in credit from 93% in 1990 to 21% of total credit in 1995. The private sector (households and enterprises) received 37% of total credit in 1995 compared to 15% in 1990. Lending rates remained high as provision for loan losses were already made. Above the government moved from being a net lender to benefiter of credit between 1992 and 1995. Enterprises, the private sector and households also received higher levels of credit over time with a reduction in the amount lent to the private sector. Poland's lending to households compared to the EU average was low.
The Impact of Credit Growth on Economic Growth and Development Czech Republic
The Czech Republic initially saw an increase in credit to the private sector which fell 89 over time. This was in contrast to credit to the government which took the opposite direction i.e. as credit to the private sector fell, credit to government increased. Studies have shows that increased levels of credit to the private sector is one of the main determinants of economic growth. For countries to pursue this path of growth there must be sufficient investment in the country for funds to be available for investment. The Czech Republic received FDI from the West and households saved funds in the banking system (once they got used to liberalisation and the increased amounts and variety of goods and services). However the amount of funds available within the banking system was insufficient for higher levels of credit to be given to the private sector. This will change as increased liberalisation of markets results in EU entry and will lead to increased trade with the West and the former CEEC's. FDI will increase further and it more indigenous businesses will set up thus increasing investment opportunities and attracting capital from within and outside the country.
Hungary
Hungary increased levels of credit to the private sector whilst it reduced levels to the government. This encouraged economic growth. Hungary received the largest share of FDI to the former CEEC's and they were able to take advantage of this increased investment and increased levels of credit to the private sector. Studies reveal that the private sector is best placed to deal with credit as they are in a position to select high return projects. These projects then generate further income which can be reinvested in the banking system, thus increasing levels of credit further. Previous habits of lending large amounts to the state sector meant that initially the private sector was crowded out to a large degree. A lot of investment funds were used to prop up inefficient industry.
Poland
Poland experienced growth in GDP and also strong increases in levels of credit to the private sector. Of the three countries studied Poland had the longest tradition with private enterprise and long before the market was restructured there were many small enterprises operating in Poland. This escalated in 1989 with large and small enterprises being set up by private individuals. Credit to the government fell over time as state involvement was reduced with the large privatisation programme. The increase in private sector credit contributed to economic growth and with EU entry levels of investment into Poland will increase. This will lead to increased access to credit for all industry thus boosting economic growth further.
Summary and Conclusion
Price liberalisation for all three countries led to increased inflation though stabilisation measures were introduced to induce stability. All three countries experienced major economic shocks with the break up of CMEA trade, removal of direct subsidies to enterprises, trade and price liberalisation and increases in energy prices. Each country managed to turn around its economy by 1995 though employment levels were lower than that experienced in 1990. Whilst private enterprises contributed enormously to an increase in employment levels it was not enough to make up for the fall in employment from the structuring of state owned enterprises.
All three countries have low household credit levels that fall well below the credit levels of the average country in the EU. Increased household credit should lead to increased demand for goods and services which will boost economic demand. Increased access to loans by small and medium businesses will increase domestic production and again raise economic output and growth. Whilst all three countries received increasing amounts of FDI there were still barriers to entry for firms in the West given the geographical and economic stances of these countries. Since May 2004 this has changed as the three have joined the EU though they still hold their own currency and have individual monetary policies. All three countries have agreed to join the euro and adopt a common monetary policy. This will open up markets further and allow easier entry of FDI. Strong levels of credit with affordable rates of interest will allow households and enterprises easy access to loans and levels of credit available in Western Europe. High economic growth is likely to follow though all three countries will have to monitor inflation levels to ensure they do not rise above acceptable levels and negate any advancements made. External debt doubled between 1990 and 1999 reflecting the Czech Republic's increasing external debt. 
